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PSROs looking to private 
review as means of 
spreading cost base 
I n the quest f o r economies i n the PSRO 
program, administrators and p o l i c y makers 
have been t u r n i n g t h e i r a t t e n t i o n t o the 
review o f care provided t o p r i v a t e l y insured 
p a t i e n t s , alongside t h a t provided t o feder-
a l l y paid p a t i e n t s . Such review i n tandem, 
advocates say, may save on a d m i n i s t r a t i v e 
costs. 
"The Bureau o f Qu a l i t y Assurance i s now 
s e t t i n g procedures t o act as a l i a i s o n f o r 
i n i t i a t i n g p r i v a t e - p a t i e n t r e v i e w — i f a 
PSRO wants i t , " Paul Mendelsohn o f BQA t o l d 
PSRO Update. The bureau, he s a i d , " w i l l be 
happy t o volunteer the same service f o r any 
ind u s t r y l o o k i n g f o r assistance." He added 
t h a t the United Automobile Workers, among 
others, has expressed i n t e r e s t i n review 
f o r i t s members. 
BELIEF IN SYSTEM; SAVING COSTS 
Mendelsohn explained t h a t BQA i s i n t e r -
ested i n encouraging p r i v a t e - p a t i e n t review 
because o f BQA's " b e l i e f i n the peer-review 
system," and i t s "desire t o increase the 
program's e f f i c i e n c y by saving a d m i n i s t r a t i v e 
costs." These savings, he noted, could be 
made i n s t a f f s a l a r i e s , o f f i c e space and 
other c a p i t a l expenses, which could be 
shared. 
Speaking o f the American Association 
(Continued on pg. 2) 
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San Francisco injunction 
sought by physicians' 
union to block PSRO 
Anti-PSRO forces i n San Francisco 
have moved i n t o court t o seek a p r e l i m i n a r y 
i n j u n c t i o n aimed u l t i m a t e l y at e l i m i n a t i n g 
the San Francisco Peer Review Organization. 
Through t h i s l e g a l a c t i o n , the C a l i -
f o r n i a Federation of the Union of American 
Physicians and D e n t i s t s , which opposed and 
helped defeat the PSRO i n nearby San Mateo 
l a s t year (see s t o r y , page T ) , has sought 
t o : 
— p r e v e n t the f e d e r a l government from 
c o n t r a c t i n g w i t h the SFPRO as a c o n d i t i o n a l 
PSRO; 
— r e q u i r e the Department of Health, Educa-
t i o n and Welfare t o issue r e g u l a t i o n s 
d e f i n i n g e l i g i b i l i t y f o r physicians t o vote 
on PSRO; and 
— s p l i t the Area V (San Francisco county) 
PSRO i n t o two p a r t s . The Union request i n 
mid-August f o r a temporary r e s t r a i n i n g order 
was denied, but a hearing has been set f o r 
Sept. 17 on the p r e l i m i n a r y - i n j u n c t i o n 
request. 
UNION SEES 'POLITICAL TRICK' 
The Union i s a four - y e a r - o l d labor 
organization t h a t represents i t s doctor 
members i n c o l l e c t i v e bargaining w i t h hos-
p i t a l s and l o c a l governments, according t o 
attorney Geoffrey V. White. I t s a t t i t u d e 
toward PSRO, as expressed by President 
Sanford A. Marcus, M.D., i s t h a t "the es-
tablishment of a p r o f e s s i o n a l review o r-
ganization i s a p o l i t i c a l t r i c k t o get the 
medical profession t o fashion the noose f o r 
i t s own execution." Members argue t h a t i f 
doctors r e j e c t sponsorship of PSROs, then 
(Continued on pg. 2) 
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of PSRO's i n t e r e s t i n p r i v a t e - s e c t o r review. 
President John W. Bussman, M.D., i n h i s 
annual r e p o r t t o the 1976 house o f delegates, 
expressed a desire t o r e l y less on f e d e r a l 
funding. "PSRO review o f p r i v a t e l y insured 
p a t i e n t s , " he t o l d the group, " i s one means 
of achieving some degree o f f i n a n c i a l inde-
pendence." 
CONDUCTING NEGOTIATIONS 
The AAPSRO, Bussman s a i d , i s c u r r e n t l y 
involved i n n e g o t i a t i o n s w i t h a "major h o t e l 
chain, a large i n d u s t r i a l c o r poration and 
several n a t i o n a l a i r l i n e s t o coordinate 
countrywide contracts f o r p r i v a t e review 
by i n d i v i d u a l PSROs d e s i r i n g t o p a r t i c i p a t e . " 
W i l l i a m F u l l e r t o n , d i r e c t o r o f the 
Washington o f f i c e o f the AAPSRO and i t s 
s i s t e r o r g a n i z a t i o n , the American Association 
of Foundations f o r Medical Care, said l a t e r 
t h a t n e g o t i a t i o n s t o conduct p r i v a t e review 
are c o n t i n u i n g w i t h Continental A i r l i n e s , 
and t h a t s i m i l a r discussions are being held 
w i t h the Health Insurance Association o f 
America f o r agreements t o work w i t h p r i v a t e 
c a r r i e r s on review of t h e i r p a t i e n t s . 
PRIVATE INDUSTRY ENTHUSIASTIC 
A l l t h i s i s not t o suggest t h a t the 
i n i t i a t i v e i s coming only from the govern-
ment and PSROs: There i s enthusiasm i n 
p r i v a t e i n d u s t r y f o r c u t t i n g health^^benefits 
costs through a PSRO^type of review, accord-
i n g t o one executive, but the problem i s 
l e t t i n g b i g companies know what PSRO can do. 
Dick Martin of the Goodyear Rubber Co., 
Akron, Ohio, t o l d p a r t i c i p a n t s at the annual 
meeting of the AAPSRO and AAFMC i n August 
t o "seek out the b i g companies." He men-
t i o n e d the foundation peer-review program 
Goodyear has set up f o r i t s employees 
i n Northern I l l i n o i s and said, "We would l i k e 
t o see these set up a l l over the country, 
but we can't do i t ourselves a l o n e — i t ' s 
up t o you people. You have a n a t u r a l a l l y 
i n b i g business." 
P r i v a t e insurance companies appear 
e n t h u s i a s t i c over the prospect of p r i v a t e -
sector review, according t o the HIAA's 
associate d i r e c t o r f o r consumer and pro-
f e s s i o n a l r e l a t i o n s , J e r r y C o q u i l l a r d . 
"The private-insurance i n d u s t r y and the 
HIAA, whose health-care premiums reached 
more than $ l 8 b i l l i o n i n 197^, f e e l t h a t 
a l l p a t i e n t s — f e d e r a l l y funded and p r i v a t e — 
should receive q u a l i t y care and the bene-
f i t s o f u t i l i z a t i o n review." 
The HIAA expects, C o q u i l l a r d s a i d . 
t h a t such a program w i l l ameliorate the 
r a t e o f i n f l a t i o n w i t h measurable, but 
gradual, reduction i n admission rates 
and lengths o f stay. 
As p a r t o f i t s p o l i c y t o encourage 
concurrent review, the HIAA has established 
a committee t o evaluate foundations t h a t 
propose t o review p a t i e n t s who are insured 
by any o f HIAA's 322 member companies, 
C o q u i l l a r d said. The l a t e s t endorsement 
has been of the National C a p i t a l Medical 
Foundation i n Washington, D.C., which, 
according t o executive D i r e c t o r Norman A. 
F u l l e r , w i l l do admission c e r t i f i c a t i o n , 
continued-stay review and medical-care-
evaluation studies f o r $12.50 per case. 
CARRIERS COOPERATE 
Approximately 15 o f the l a r g e s t i n s u r -
ance c a r r i e r s i n America, according t o the 
HIAA spokesman, are cooperating w i t h 
foundations i n d i f f e r e n t areas o f the country, 
i n c l u d i n g foundations i n Oregon, Utah and 
Wyoming. 
As y e t , C o q u i l l a r d admitted, there are 
not enough data t o evaluate the success of 
the p r i v a t e - s e c t o r review, b u t , he s a i d , 
p a r t i c i p a t i n g companies have been s u f f i c i e n t -
l y s a t i s f i e d w i t h the r e s u l t s t o continue 
w i t h review. 
Although support f o r the review o f 
p r i v a t e l y insured p a t i e n t s appears broad-
based, some concerns have been r a i s e d about 
keeping the PSRO's a d m i n i s t r a t i v e and f i n a n -
c i a l accounting f o r f e d e r a l p a t i e n t s d i s t i n c t 
from the accounting f o r p r i v a t e p a t i e n t s . 
The f i r s t government p o l i c y statement 
on t h i s came out e a r l y t h i s summer i n BQA 
t r a n s m i t t a l #37 (see PSRO Update, August, 
1 9 7 6 ) ; i t contained broad guidelines r a t h e r 
than d e t a i l s , and thus d i d not say s p e c i f i -
c a l l y how t o keep them separate. 
I n another area o f concern, C o q u i l l a r d 
urged t h a t i n f o r m a t i o n be protected by a 
n e u t r a l p a r t y and not by a t h i r d - p a r t y payer. 
"Control and i n t e g r i t y of the data must be 
pro t e c t e d , " C o q u i l l a r d said. • 
San Francisco injunction 
sought by physicians' union 
(Continued from pg. l ) 
doctors cannot be blamed f o r PSROs' 
f a i l u r e — t h e p u b l i c w i l l have only the 
government t o blame. 
Opposition t o the San Francisco Peer 
Review Organization by the Union developed 
f o r m a l l y l a s t s p ring when the government 
announced i t s i n t e n t i o n t o grant c o n d i t i o n a l 
status t o SFPRO. DHEW delayed the designa-
t i o n of c o n d i t i o n a l status when the Union 
questioned the v a l i d i t y of the l i s t of 
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e l i g i b l e physicians and the d e f i n i t i o n o f 
"a c t i v e p r a c t i c e " used i n compiling t h a t 
l i s t ; DHEW d i d n o t , however, conduct a p o l l 
of San Francisco physicians, because, i t 
s a i d , fewer than 10 percent objected t o i t s 
proposed a c t i o n . Thus, on Aug. 1 0 , DHEW 
published a n o t i c e saying t h a t i t would 
designate the SFPRO as a c o n d i t i o n a l PSRO. 
And, on Aug. 1 2 , the Union went i n t o c o u r t . 
DELAYING TACTIC SEEN 
" I t ' s a b i g delaying t a c t i c by some 
physicians who are opposed t o PSRO," said 
Todd A. Anderson, executive d i r e c t o r o f the 
SFPRO. "We have 1T6 0 members i n the PSRO— 
t h a t ' s more than the number i n the medical 
s o c i e t y ; we have a l l except one c h i e f of 
s t a f f of the h o s p i t a l s i n our area; we 
have a l l the u t i l i z a t i o n - r e v i e w committee 
chairman; we have 63 percent of a l l p h y s i -
cians w i t h a c t i v e s t a f f p r i v i l e g e s as 
members," Anderson says, t o demonstrate 
physician support. 
The Union agrees t h a t i t ' s attempting 
t o s t a l l PSRO: "The only t h i n g we can do 
i s delay PSRO," Union Vice-president 
Edward T. K e l l e y , M.D., t o l d PSRO Update. 
"We don't have the membership t o get the 
law repealed or amended. The AMA has 
the [power], but the AMA worked hand i n 
glove w i t h the government t o b r i n g t h i s 
[PSRO program] about," he said. " I f we can 
delay long enough—^maybe four y e a r s — i f 
we can beat i t here i n San Francisco, w e ' l l 
go t o the end of the road and get PSRO out." 
UNION CLAIMS PRESSURE WORKS 
Kelley says t h a t the Union, formed i n 
Feb. 1972 w i t h 500 physician members, now 
has about 8 , 0 0 0 physicians on i t s member-
ship r o s t e r , most of whom p r a c t i c e i n 
C a l i f o r n i a , although the Union has a f f i l i -
ates i n Iowa, Oregon and Arizona. Member-
ship dues are now $200 per year. 
The purpose of the Union, Kel l e y says, 
" i s t o p r o t e c t the s o c i a l and economic 
r i g h t s of physicians and p a t i e n t s ; i t can 
put c o l l e c t i v e pressure on the people who 
are passing r e g u l a t i o n s t h a t seem unj u s t t o 
physicians and p a t i e n t s . " 
The grievance committee, i n p a r t i c u l a r , 
he says, has been e f f e c t i v e i n c o l l e c t i n g 
"more than h a l f a m i l l i o n d o l l a r s so f a r " 
i n insurance claims t h a t had been b o t t l e d 
up u n t i l Union pressure was brought t o 
bear on the companies. 
He sees no c o n f l i c t between medical 
s o c i e t i e s and the Union even though the 
former o f t e n sponsor PSROs and continue t o 
support them i n most areas. K e l l e y himself 
i s the president of the San Francisco 
Medical Society. 
SFPRO MAKES ITS PLANS 
"The Union," he says, " i s s t i m u l a t i n g 
the medical s o c i e t y t o take over what i s 
i t s r i g h t , t h a t i s , a concern f o r socio-
economic and l e g i s l a t i v e matters [ i n medi-
ci n e ] and p r o t e c t i n g the r i g h t s o f p a t i e n t s . " 
But, he says, even i f the Union gets medical 
s o c i e t i e s on the " r i g h t " t r a c k , "there w i l l 
always be a place f o r the Union as a watch-
dog f o r the medical s o c i e t y . " 
K e l l e y looks t o the f u t u r e f o r "our 
r e a l l y important r o l e . Eventually there 
w i l l be a push f o r n a t i o n a l h e a l t h i n s u r -
ance; i f t h a t goes through, the Union w i l l 
have a v i t a l r o l e i n dealing w i t h the 
f e d e r a l government," he says. 
Meanwhile, however, unless the San 
Francisco Peer Review Organization i s 
l e g a l l y blocked, i t plans t o move ahead 
w i t h delegation o f as many as 19 of the 21 
ho s p i t a l s i n i t s area, Todd Anderson said. 
A contract f o r approximately $ i i 9 0 , 0 0 0 was 
expected t o be signed w i t h DHEW e a r l y i n 
September, Anderson reported. • 
N. Carolina, private firm 
take stock, cancel 'at risk' 
claims management program 
The i n n o v a t i v e $ U 0 5 - m i l l i o n two-year 
contract between North Carolina Medicaid and 
Health A p p l i c a t i o n s Systems, a f o r - p r o f i t 
computer software f i r m , has been amended 
v i r t u a l l y out o f existence. The amendment 
eliminates the r i s k p r o v i s i o n and thus makes 
HAS merely the s t a t e ' s f i s c a l agent f o r 
Medicaid claims. (See PSRO Update, J u l y , 
1 9 7 6 . ) 
REMAINS LIABLE 
A f t e r two months o f n e g o t i a t i o n w i t h 
HAS, Gov. James E. Holshouser on Aug. 11 
announced the agreement t o amend the 
c o n t r a c t , saying, "Health A p p l i c a t i o n Systems 
w i l l remain l i a b l e f o r a l l claims f o r s e r v i -
ces provided t o Medicaid r e c i p i e n t s d i i r i n g 
the past f i s c a l year and f i l e d by Dec. 31, 
1 9 7 6 , " and t h a t HAS " w i l l operate on a cost 
basis o n l y , w i t h no fee or p r o f i t i n v o l v e d . " 
But the a t - r i s k experiment may cost HAS $2 
m i l l i o n ; t h a t amount i s now required t o be 
placed i n an escrow account t o cover claims 
f o r services throiogh June 30, 1976. 
DECEMBER DEADLINE 
Despite the f a i l u r e o f t h i s a t - r i s k 
c o n t r a c t , the s t a t e has begun t o draw up 
requirements f o r another c o n t r a c t , and i t 
plans t o seek bids and t o have another 
co n t r a c t i n e f f e c t by December, Holshouser 
said. I f such a contract i s not i n force 
at the beginning o f 1977, HAS would continue 
as the f i s c a l agent but would receive a 
monthly management fee o f $30,000. 
The North Carolina Peer Review Founda-
t i o n , which has been responsible f o r u t i l i -
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z a t i o n review o f Medicaid claims under a 
subcontract from HAS, continues i t s Medicaid 
UR a c t i v i t i e s , now responsible d i r e c t l y t o 
the s t a t e . 
The HAS/North Carolina contract took 
e f f e c t i n May, 1 9 T 5 , and appeared t o be 
mutually s a t i s f a c t o i y f o r nearly the f i r s t 
year. Then, f o r each month from May through 
J-uly t h i s year, the s t a t e had t o make i t s 
monthly payment t o HAS i n advance i n order 
f o r the company t o pay Medicaid claims. 
That signaled the t r o u b l e HAS had found i t -
s e l f i n w i t h a f i x e d - f e e c o n t r a c t . 
REIIiBURSEMENT EXCEEDS PREDICTION 
Whereas HAS had p r o j e c t e d a p r o f i t o f 
up t o $30 m i l l i o n (one-quarter o f which 
would accrue t o HAS and the r e s t t o the 
s t a t e ) , increases i n the number of Medicaid 
r e c i p i e n t s , the nimiber o f nursing-home 
beds and the amount of reimbursement t o 
nursing homes produced costs f a r i n excess 
of what the company p r e d i c t e d . The st a t e 
took r e s p o n s i b i l i t y f o r some o f those 
increases, but refused t o accept the c r i t -
i c a l r e s p o n s i b i l i t y f o r estimating the num-
ber of Medicaid r e c i p i e n t s . I t was mainly 
on t h a t p o i n t t h a t the contract broke down. 
Although the innovative contract 
f a i l e d , the s t a t e says i t s Medicaid costs 
(which should have gone up by the 13 per-
cent i n f l a t i o n increase i n health-care costs 
i n the s t a t e ) a c t u a l l y dropped, t o $^41.68 
per r e c i p i e n t per month, without counting 
the cost of the new computer system HAS 
brought i n . 
COMPUTER BRINGS EFFICIENCY 
The computer system enabled claims 
t h a t had been backed up f o r months t o be 
paid i n 30 days, and i t succeeded i n weeding 
out d u p l i c a t e and i n v a l i d claims estimated 
t o t o t a l $3.8 m i l l i o n i n four months, HAS 
contends. 
According t o Bleeker Cooke, a v i c e -
president o f HAS, the company believes t h a t 
p r i v a t e management of f e d e r a l programs can 
wor k — b u t not on a f l a t - r i s k basis. "There 
are too many v a r i a b l e s , " he s a i d , "though 
we are i n t e r e s t e d i n a contract w i t h the 
s t a t e based on per-person r i s k . " 
Plan being readied for 
Medicare UR evaluation, 
National Council told 
The f i r s t d r a f t o f a model designed 
t o t e s t the e f f e c t i v e n e s s of concurrent 
u t i l i z a t i o n review under Medicare has been 
submitted t o the Bureau of Q u a l i t y Assurance 
f o r comment, Paul M. Gertman, M.D., t o l d 
the J u l y meeting of the National Professional 
Standards Review Council i n Washington, D.C. 
"FLEXIBLE PLAiJ" 
Gertman, c h i e f of the Health Care Re-
search Section of Boston U n i v e r s i t y School 
of Medicine, and a subcontractor, Abt Associ-
ates, I n c . , o f Cambridge, Mass., have devel-
oped what Gertman c a l l e d a " f l e x i b l e , general 
evaluation p l a n " t o measure the e f f e c t i v e n e s s 
o f the large v a r i e t y of h o s p i t a l UR regiola-
t i o n s and programs. The work i s supported 
by a contract from the Social Security 
A d m i n i s t r a t i o n . 
Implementation of the plan would pro-
vide SSA w i t h baseline i n f o r m a t i o n about 
various UR pr a c t i c e s and would "characterize 
the UR process," Gertman said. 
TRACKING PATIENTS 
I n r e l a t e d work, the Boston U n i v e r s i t y 
and Abt groups have begun the study of what 
they c a l l the "voluntary early-discharge 
phenomenon." Measures are being developed 
t o t r a c k what happens t o p a t i e n t s who are 
discharged from h o s p i t a l s by t h e i r physicians 
a f t e r t h e i r continued stay i s f i r s t questioned 
by a review coordinator but before a formal 
d e n i a l o f reimbursement occurs. A p i l o t 
study o f t h i s phenomenon i s under way i n 
approximately 60 Massachusetts h o s p i t a l s . • 
Judge reserves decision In suit 
to block N.Y. Medicaid law; 
state seeks PSRO cooperation 
NEW YORK—Federal d i s t r i c t Judge George 
P r a t t reserved decision i n Eastern D i s t r i c t 
Court, Brooklyn, on an a p p l i c a t i o n f o r a 
pr e l i m i n a r y i n j u n c t i o n t o h a l t implementa-
t i o n of s u r g i c a l features i n a new sta t e 
law on Medicaid. The i n j u n c t i o n a p p l i c a -
t i o n was brought by the New York State 
Medical Society against the commissioners 
of h e a l t h and the s o c i a l services depart-
ments i n New York State. 
Meanwhile, PSROs throughout the s t a t e 
had expressed the view t h a t \ i n t i l the court 
case i s decided i t would be d i f f i c u l t t o 
proceed w i t h the h o s p i t a l u t i l i z a t i o n -
review program. Under the p r o v i s i o n s of 
Chapter T6 of the state's new Medicaid law, 
a second opinion i s c a l l e d f o r i n e l e c t i v e 
surgery, while there i s a 20-day l i m i t a t i o n 
on i n p a t i e n t stay, plus a one-day l i m i t a t i o n 
on preoperative stay. The law also c a l l s 
f o r an on s i t e monitoring o f u t i l i z a t i o n -
review committees by a sta t e s t a f f of about 
150 persons; i t provides a budget o f more 
than $2 m i l l i o n f o r the jobs. 
ONSITE MONITORING BEGUN 
I n contrast t o the view expressed by 
some of the PSROs, Roger Herdman, M.D., 
deputy s t a t e h e a l t h commissioner, t o l d 
PSHO Update t h a t the s t a t e had already begun 
i t s o n s i t e monitoring program and t h a t i t 
had placed 128 persons i n eight h o s p i t a l s 
making binding reviews. He added t h a t the 
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s t a t e intends t o cover 89 h o s p i t a l s by the 
middle of September and t h a t funds are 
provided t o f i l l a t o t a l of 2l+2 p o s i t i o n s . 
Herdman said he had been meeting w i t h 
the Kings County and New York County PSROs 
t o t r y t o arrange a cooperative implementa-
t i o n o f the program londer the new law. He 
declared t h a t the court case d i d not in v o l v e 
the o n s i t e program, and t h a t i t focused 
b a s i c a l l y on the s u r g i c a l aspects. "The case 
wouldn't a f f e c t the r e s t of the program," 
he said. 
'WOULD MAKE CONCESSIONS' 
"We hope t o work out a new understand-
i n g , which could be a model, w i t h the Kings 
County PSRO, and hope t o have a p i l o t pro-
gram w i t h c e r t a i n New York h o s p i t a l s w i t h 
an on s i t e s t a f f and w i t h r e l a t i o n s h i p s 
between s t a t e o n s i t e s t a f f and PSRO s t a f f , " 
Herdman said. "We would make concessions t o 
New York County by modifying our o n s i t e 
s t a f f . They could implement the p a r t s o f 
Chapter T6 t h a t they want, and whatever 
they d i d n ' t want we would implement. 
Then we would see how i t worked f o r a couple 
of months. The discussion w i t h the Kings 
County PSRO and the New York County i s 
p r e t t y f a r along at t h i s p o i n t . " 
A docimient which would be a sort of 
memo of understanding, he sa i d , s t i l l has 
t o be worked out between the s t a t e and the 
New York County PSRO. 
McMURRY REPRESENTS STATE 
Meanwhile, Charles S i f t o n of the l e g a l 
f i r m of LeBoeuf, Lamb, Leiby and MacRae 
represented the state medical society 
i n the court argument w h i l e Ralph McMurry, an 
a s s i s t a n t attorney general, represented the 
s t a t e . S i f t o n c a l l e d as witnesses f o r the 
society's case Morton K o f f , M.D., who 
pr a c t i c e s i n Long Beach, Long I s l a n d ; 
Robert S e i n f e l d , M.D., of Patchogue, Long 
I s l a n d , a member of the s t a f f at Brookhaven 
Memorial Hospital ; and Edgar Altchek, M.D., 
a p l a s t i c surgeon on the s t a f f o f Mt. S i n a i 
H o s p i t a l , New York. 
TESTIFIES ON BURNED BOY 
Altchek gave testimony concerning a 
I T - y e a r - o l d boy who at the age o f seven had 
suff e r e d severe burns leading t o surgery and 
repeated skin g r a f t s o f the face. The 
scars on the face have since contracted, 
causing an aversion, or t u r n i n g out, of the 
edge of the eye. Altcheck t e s t i f i e d t h a t , 
under the new law, surgery t o c o r r e c t t h i s 
c o n d i t i o n could be delayed f o r s i x months, 
since the p a t i e n t i s not s u f f e r i n g severe 
pain. 
S e i n f e l d discussed the c o n d i t i o n of 
"Jane Doe," a p a t i e n t s u f f e r i n g from d i s f i m c -
t i o n a l bleeding every two weeks from an 
enlarged uterus. P r i o r t o enactment o f 
Chapter T 6 , a recommendation by Se i n f e l d 
t h a t she undergo d i l a t i o n and curettage 
would normally have been acted upon, he 
t e s t i f i e d . However, since the p a t i e n t ' s 
c o n d i t i o n i s not l i f e - t h r e a t e n i n g , nor does 
i t cause severe p a i n , surgery would be 
precluded under the p r o v i s i o n s o f Chapter 
76. 
PATIENTS WOULD SUFFER 
S i f t o n argued t h a t under the new Medi-
caid law. Medicaid p a t i e n t s w i t h such con-
d i t i o n s would be forced t o experience 
p h y s i c a l discomfort and emotional trauma. 
He declared t h a t , i n implementing Chapter 
7 6 , the s t a t e was i n v i o l a t i o n o f T i t l e 19 
of the Social S e c u r i t y Act and of A r t i c l e 6 
of the U.S. C o n s t i t u t i o n , and the f i r s t , 
f i f t h , n i n t h , and i k t h amendments of the 
U.S. C o n s t i t u t i o n . 
McMurry, who l a t e r declined t o t a l k t o 
PSRO Update, argued t h a t considerable money 
would be saved under the s t a t e law by the 
e l i m i n a t i o n of what was termed unnecessary 
surgery. S u r g i c a l costs c o n s t i t u t e 65 
percent of the state's Medicaid costs, he 
noted, and he added t h a t between $ 5 0 0 , 0 0 0 
and $1 m i l l i o n a day could be saved i f the 
law were implemented. 
McMurry c a l l e d one witness, a member 
of the s t a f f of the department of s o c i a l 
services, who presented testimony aimed 
at supporting the state's estimate o f 
the amount of money t o be saved under 
Chapter 7 6 . • 
New nonphysician network 
to hold initial meeting 
The f i r s x meeting of the newly created 
nonphysician network t o the National PSR 
Council w i l l be held f o r two days i n Rock-
v i l l e , Md., Sept. 9 and 1 0 . 
One representative i s expected t o 
attend from each o f the 20 organizations 
t h a t now compose the "Liason Network o f 
Nonphysician Health-care P r a c t i t i o n e r s t o 
the National PSR Council." 
NONPHYSICIMS CALL FOR GROUP 
At the prodding o f some nonphysicians, 
the N ational Council agreed i n May t o 
recognize such a group and t o keep the 
network w e l l informed of PSRO a c t i v i t i e s as 
w e l l as t o give the group a chance t o be 
heard at Council meetings. • 
September PSR Council meeting 
The next meeting o f the National Profes-
s i o n a l Standards Review Council w i l l be hel d 
Sept. 13-1^, i n the auditorium o f HEW North, 
330 Independence Ave., S.W., Washington. • 
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Peer-review standards unlikely 
to increase malpractice suits, 
DHEW tells subcommittee 
WASHINGTON, D.C.—Development and use 
of peer-review standards i s u n l i k e l y t o i n -
crease malpractice l i t i g a t i o n , the Depart-
ment of Health, Education, and Welfare t o l d 
a House oversight subcommittee. 
The subcommittee, chaired by Rep. 
Charles A. Vanik (D-Ohio), opened a series 
of Congressional hearings on PSROs May 21 
(see PSRO Update, June, 1976) and has 
r e c e n t l y published the f u l l o r a l and 
w r i t t e n testimony. The hearings are ex-
pected t o resume i n October. 
DISCUSSES OTHER CONCERNS 
Answering questions r a i s e d by the May 
21 session by subcommittee members, and 
previous questions r a i s e d by the subcom-
mi t t e e s t a f f , DHEW also discussed several 
other concerns r a i s e d i n the Congress: i t s 
PSRO t h r u s t i n t o nursing-home care, PSRO 
evalua t i o n s t r a t e g y , the geographical 
r e l a t i o n s h i p o f PSRO areas w i t h h e a l t h -
service areas established under the National 
Health Planning and Resources Development 
Act of 197^. 
DHEW's Bureau of Qu a l i t y Assurance i s 
moving i n t o review of long-term care through 
a two-year t e s t of various types of review 
by 10 c o n d i t i o n a l PSROs, and a c t u a l review 
by e i g h t other PSROs. A PSRO evaluation 
plan has been developed w i t h the help of 
outside experts and the N a t i o n a l Profession-
a l Standards Review Council. 
HOW HSAs DIFFER 
As t o the h e a l t h - s e r v i c e areas, there 
are 123 congruent boundaries w i t h PSROs and 
80 t h a t are not i d e n t i c a l , DHEW said. The 
peer-review and health-planning laws were 
passed at d i f f e r e n t times and have d i f f e r e n t 
o b j e c t i v e s and g u i d e l i n e s . PSRO areas, f o r 
instance, do not cross s t a t e l i n e s , w h i l e 
15 h e a l t h - s e r v i c e areas are i n t e r s t a t e t o 
include complete medical-service areas. 
PSRO i s based on l o c a l peer review; h e a l t h 
planning i s concerned w i t h areawide services. 
DHEW acknowledged t h a t anything i t 
says about peer review's r e l a t i o n s h i p t o 
malpractice i s l i k e l y t o be c o n t r o v e r s i a l , 
given the f a c t s t h a t PSRO i s one of the 
most c o n t r o v e r s i a l f e d e r a l programs a f f e c t i n g 
the medical p r o f e s s i o n , and medical malprac-
t i c e i s a severe problem a f f e c t i n g the 
profession. "While we recognize t h a t there 
are opposing views, on the basis of our 
analysis we do not b e l i e v e t h a t the develop-
ment and existence of review standards w i l l 
increase malpractice l i t i g a t i o n , " said ad-
m i n i s t r a t i o n testimony submitted a f t e r the 
hearing. 
BASED ON 5 FACTORS 
This view i s based on f i v e f a c t o r s , 
DHEW said: 
—PSRO norms, c r i t e r i a and standards 
are not l e g a l standards o f medical care. 
Norms are "numerical or s t a t i s t i c a l measures 
of usual observed performance," while 
c r i t e r i a are "predetermined elements against 
which aspects of the q u a l i t y o f a medical 
service may be compared." Standards were 
described as " p r o f e s s i o n a l l y developed 
expressions of the acceptable v a r i a t i o n 
from a norm or c r i t e r i o n . " Standards are 
not intended t o define good or bad medical 
p r a c t i c e but t o screen cases f o r more ex-
tensive peer review. "Any standard which 
would attempt t o define medical care would 
be unworkable i n PSRO review, since a d e f i n i -
t i o n a l standard would be too s p e c i f i c f o r 
the general review of cases by t r a i n e d non-
physicians." The r e s u l t would be "cook-
book medicine." 
—PSRO standards are necessarily 
general, and courts t r a d i t i o n a l l y have pre-
f e r r e d applying s p e c i f i c standards t o i n -
d i v i d u a l cases. 
—Even i f standards were introduced as 
evidence i n a malpractice s u i t , they would 
be only one piece o f evidence t o be consid-
ered and could be supported or rebutted. 
—PSRO standards ge n e r a l l y represent 
already e x i s t i n g l e g a l standards anyhow. 
—The PSRO l e g i s l a t i o n provides " l i m i t e d 
immunity" from c i v i l prosecution t o medical 
p r a c t i t i o n e r s who f o l l o w the standards and 
exercise due care. The law's l e g i s l a t i v e 
h i s t o r y , on the other hand, emphasizes t h a t 
w hile " l i m i t e d immunity" i s granted, no 
presumption of l i a b i l i t y i s made f o r f a i l u r e 
t o f o l l o w the standards. • 
PR, privacy, confidentiality 
among topics offered 
at AHA annual convention 
The 7 5 t h annual convention of the 
American H o s p i t a l Association w i l l be hel d 
i n Dallas Sept. 20-23, w i t h a program t h a t 
includes several sessions on t o p i c s r e l a t e d 
t o PSRO. 
— P r i v a c y and c o n f i d e n t i a l i t y issues 
w i l l be looked at i n a session on medical 
records. 
— " P u b l i c - r e l a t i o n s overtones of u t i l i -
z a t i o n review and PSRO" i s the t i t l e o f the 
se c t i o n organized by the American Society 
f o r H o s p i t a l Public Relations and the AHA. 
—A session c a l l e d "PSRO audit o f 
n u t r i t i o n a l care recorded i n p a t i e n t s ' 
medical records" o f f e r s a perspective on PSRO 
t h a t d i f f e r s from the usual t o p i c s . • 
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Kentucky PSRO named 
in physicians' suit 
challenging confidentiality 
A f t e r overcoming a challenge from op-
posing physicians, the Kentucky Peer Review-
Organization f i n d s i t s e l f on the eve o f 
designation as a c o n d i t i o n a l PSRO f a c i n g a 
l e g a l b a t t l e over c o n f i d e n t i a l i t y . 
The v o t e — o f 1 ,557 i n favor and 792 
opposed—affirmed support statewide f o r the 
PSRO when the p o l l was completed Aug. 1 9 . 
However, a l a w s u i t f i l e d i n June and heard 
Aug. 3 named the PSRO i n a challenge t o a 
broad s t a t e law on malpractice t h a t contains 
a p r o v i s i o n (supported by KPRO) making the 
proceedings of peer review immune from d i s -
covery and admission i n t o evidence i n 
f e d e r a l , s t a t e and l o c a l government agen-
ci e s . T h i s , contend the p l a i n t i f f s , f l i e s 
i n the face o f the f e d e r a l PSRO s t a t u t e , 
which i s protected from encroachment by 
states by the supremacy clause o f the U.S. 
C o n s t i t u t i o n . 
SUIT INVOLVES MALPRACTICE 
This p a r t of the l a w s u i t i s a c t u a l l y 
secondary t o the main issue of the con-
s t i t u t i o n a l i t y of the law, which mandates 
minimum insurance coverage f o r physicians 
and h o s p i t a l s and sets up a " p a t i e n t s ' 
compensation insurance fund" t o cover 
settlements above $ 1 0 0 , 0 0 0 per claim and 
$300,000 per p o l i c y - y e a r . 
Two s u i t s , one w i t h the backing of the 
medical and h o s p i t a l a s s o c i a t i o n s , the 
other brought by two Lexington physicians, 
have been consolidated i n t o one case t h a t 
was heard i n F r a n k l i n c i r c u i t c o urt. The 
law i t s e l f had had the support of the hos-
p i t a l and medical associations during i t s 
development i n the s t a t e assembly, and 
both groups are now anxious t o have the con-
s t i t u t i o n a l i t y t e s t e d before assuming i t s 
p r o t e c t i o n s . 
CAUSE SUPPORTED BY CMS 
The conservative Co-uncil of Medical 
S t a f f s has been widely reported t o be behind 
the l a w s u i t by the two Lexington p l a i n t i f f s 
as w e l l as the opposition t o the PSRO con-
d i t i o n a l designation. However, Kent 
Masterson Brown, the a t t o r n e y f o r the two 
Lexington doctors who brought the f i r s t 
s u i t , has sai d , "Not one dime came from 
any o r g a n i z a t i o n . I wish i t had," he t o l d 
PSRO Update. One of the two p l a i n t i f f s , 
C. Michael Murphy, M.D., r e i t e r a t e d t h i s 
p o i n t , d e c l a r i n g t h a t n e i t h e r f i n a n c i a l nor 
l e g a l support has been given t o t h i s law-
s u i t . He i n d i c a t e d , however, t h a t CMS 
supports h i s cause and t h a t the president 
of the group, Jose Garcia-Oller, M.D., of 
New Orleans "has been up here t o t a l k t o us." 
The o p p o s i t i o n t o PSRO during the 
p o l l i n g t h i s summer has been strong. " I 
don't know of any other s t a t e w i t h a ma i l 
campaign of t h i s magnitude," sa i d Paul 
Osborne, executive d i r e c t o r o f KPRO. He 
estimates t h a t $ 2 0 , 0 0 0 has been spent by 
the o p p o s i t i o n i n the p o l l i n g e f f o r t and 
t h a t from $ 2 0 , 0 0 0 t o $40 ,000 w i l l have 
been spent on the l a w s u i t . The decision 
from the Kentucky c i r c u i t c o u r t , expected 
immediately, i s c e r t a i n t o be appealed t o 
the s t a t e supreme court by whichever p a r t y 
loses. DHEW has agreed t o pay f o r some of 
the l e g a l costs i n defending the PSRO on 
the c o n f i d e n t i a l i t y section of the s u i t , 
according t o Steven Crane o f the o f f i c e 
of the a s s i s t a n t general counsel. 
Meanwhile, a f e d e r a l c o n t r a c t f o r 
approximately $ 6 6 0 , 0 0 0 t o run a c o n d i t i o n a l 
PSRO was expected t o be signed by the 
middle of t h i s month by the Kentucky 
Peer Review Organization, Osborne said.B 
California vote 
may result in first 
nonphysician PSRO 
A vote by physicians o f the San Mateo 
( C a l i f o r n i a ) County Medical Society Aug. 5 
t h a t r e j e c t e d the sponsorship of a PSRO 
may have opened the way f o r one of the 
f i r s t nonphysician-sponsored PSROs i n the 
country. 
The m a i l b a l l o t was taken a f t e r 
Michael Goran, M.D., d i r e c t o r of the Bureau 
of Q u a l i t y Assurance, had f o r m a l l y asked 
the medical s o c i e t y what i t intended t o 
do about forming a PSRO. This query from 
Goran i n e a r l y summer came nearly a year 
a f t e r physicians i n San Mateo had voted out 
the PSRO i n an o f f i c i a l government p o l l 
(on Aug. 1 2 , 1975) on the question of desig-
n a t i o n o f c o n d i t i o n a l status. I t i s the 
only PSRO i n the country t o be r e j e c t e d by 
a vote of i t s area physicians. 
SOCIETY REJECTS SPONSORSHIP 
Goran, i n a l e t t e r t o the medical 
society June 30, 1 9 7 6 , had said the govern-
ment would consider a p p l i c a t i o n s from groups 
of nonphysicians i f the medical society 
refused t o undertake sponsorship. The 
medical society's answer came i n a two-to-
one r e j e c t i o n : 330 opposed, l U l i n favor 
of PSRO sponsorship, according t o David 
Knetzer, a s s i s t a n t executive d i r e c t o r of 
the medical society. 
BQA i s preparing f o r the p o s s i b i l i t y 
of nonphysician PSROs i n t h i s and several 
other areas o f the country, according t o 
Gordon Seidenberg of Goran's o f f i c e . Next 
week's meeting of the National PSR Council 
w i l l hear a status r e p o r t on BQA's plans, 
Seidenberg s a i d , which include p u b l i s h i n g 
(Continued on pg. 8) 
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R E A D E R S A R E A S K I N G 
What's the legal status 
of the memorandum of 
understanding? 
Each month PSRO Update's e d i t o r s t a l k w i t h 
readers i n need o f answers t o s p e c i f i c 
questions r e l a t i n g t o the implementation 
of t h e PSRO program. This PSRO Update 
fe a t u r e w i l l analyze problems t h a t appear 
t o be common t o many PSROs and many regions 
of t he country. 
A memorandum of understanding (MOU) i s 
not a c o n t r a c t ; i t i s an agreement between 
two or more p a r t i e s t h a t i s designed t o l a y 
a framework w i t h i n which the p a r t i e s can 
conduct t h e i r mutual a f f a i r s . I n the case 
of the PSRO, the MOU i s a device f o r estab-
l i s h i n g a working r e l a t i o n s h i p w i t h paying 
agents and h o s p i t a l s . The MOUs lack the 
f o r m a l i t y and the d e t a i l c h a r a c t e r i s t i c o f 
government c o n t r a c t s ; they have very l i b e r a l 
" o ption out" clauses t h a t allow e i t h e r p a r t y 
t o t e m i i n a t e w i t h i n 30 t o 60 days, and most 
l i k e l y t e r m i n a t i o n would not lead t o s p e c i a l 
settlements as i s o f t e n t r u e i n the contract 
arena. 
MOUs i n the PSRO program represent a 
d i f f e r e n t concept than t h a t expressed i n the 
Federal Procurement Manual (see T i t l e U l , 
3-3.^450.2). The Code o f Federal Regulations 
c l a s s i f i e d MOUs as unauthorized agreements, 
whereas, i n the PSRO context, these agree-
ments (according t o the terms of PSRO con-
t r a c t s ) must receive p r i o r approval from 
p r o j e c t and contract o f f i c e r s . 
NO RULING YET 
The Bureau of Qu a l i t y Assurance does 
not i n t e n d t h a t the memorandum o f understand-
in g should serve as a basis upon which a law-
s u i t would be brought. This i s not t o say 
t h a t some p a r t i e s may not wish t o sue t o 
uphold an MOU; since no court t o date has 
r u l e d on the question, the MOU may i n f a c t 
be upheld as having b i n d i n g e f f e c t . (While 
the i n i t i a l task of developing an MOU may 
prove t o be more d i f f i c u l t between the PSRO 
and f i s c a l i ntermediaries than w i t h h o s p i t a l s , 
i t would seem t h a t l a w s u i t s , i f brought, 
would most l i k e l y develop from MOU disputes 
a r i s i n g out o f a nondelegated review s i t u a -
t i o n . ) 
MOUs NECESSARY NOW 
S t r i c t l y speaking, one could argue t h a t 
the MOU between a PSRO and a f i s c a l i n t e r -
mediary or a nondelegated h o s p i t a l i s not 
necessary because the PSRO has the l e g i s l a -
t i v e a u t h o r i t y t o conduct review i r r e s p e c t i v e 
o f agreements w i t h the p a r t i e s involved. 
(Some s t a t e attorneys general may not yet 
accept t h a t p o s i t i o n ) . Furthermore, the 
d e t a i l s d e l i n e a t e d i n most MOUs w i l l u l t i m a t e -
l y be expressed i n r e g u l a t i o n s . P r a c t i c a l l y 
speaking, however, MOUs are c e r t a i n l y 
necessary at t h i s stage o f PSRO operations 
t o e s t a b l i s h a common ground, and, i n the 
f u t u r e , w i l l continue t o be needed because 
re g u l a t i o n s w i l l not be able t o a n t i c i p a t e 
or address themselves t o c e r t a i n d i f f i c u l t i e s 
t h a t may be unique t o a given r e l a t i o n s h i p . • 
John Blum, J.D. 
California vote 
may result in first 
nonphysician PSRO 
(Continued from pg. 7 ) 
a n o t i c e before tbe end o f t h i s year of 
the government's plans f o r nonphysician 
PSROs. Regulations, he s a i d , w i l l be 
needed, and are t e n t a t i v e l y planned f o r 
p u b l i c a t i o n next March. 
I n San Mateo, o p p o s i t i o n t o the PSRO 
developed l a s t year, a f t e r the PSRO had been 
funded f o r two years as a planning o r g a n i -
z a t i o n , Knetzer said. "We had broad i n -
volvement of physicians," he said, "and 
we had hoped t o be the best PSRO i n the 
country." 
UNION LEADS OPPOSITION 
Then, when the government announced i t s 
i n t e n t i o n t o upgrade the San Mateo PSRO 
to c o n d i t i o n a l s t a t u s , o p p o s i t i o n , l e d by 
the Union of American Physicians, became 
vocal and i n s i s t e n t , Knetzer i n d i c a t e d . 
(See s t o r y on the Union i n San Francisco, 
page 1 . ) At the same t i m e , he continued, 
C a l i f o r n i a physicians f e l t threatened by a 
tremendous r i s e i n malpractice premiums 
and by a new s t a t e law aimed t o regulate 
the system, which, physicians f e l t , r e a l l y 
would r e g u l a t e physicians instead. The 
o f f i c i a l referendum o f Aug. 1 2 , 1975, 
defeated the c o n d i t i o n a l PSRO by ^09 t o 
3^7. 
This year's vote by the medical s o c i e t y , 
Knetzer sa i d i n a l e t t e r t o Goran, more 
c l e a r l y represents the physicians of the 
medical s o c i e t y although, he i n d i c a t e d , the 
r e s u l t s were not personally pleasing t o him, 
since he had worked two years t o organize 
the PSRO.H 
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